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September 30, 1988
John:

Attached are the articles that I mentioned on the
telephone today. Give me a call on Monday and maybe we can
arrange a briefing on this case.

Have a good weekend.

Cheers,

- Giyie_

Bernie Toon
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"which did clandestine work for the CIA
- Rautenbefg, "85/ that his company, AirSea»

‘airline’s exclusive

- the Far East from warehouses in Burbank: ., |
" and North Hollywood, court documents.
" said. '

" lion in punitive damages and $216,000 in',

7 -

ity >

4

flos Augeles Jimes . -~ "

s

ey preight Firm -

Times Staff Writer -

A Los Angeles federal court jury has” -
awarded $6.2 million to the owner of a* -
freight-forwarding company who claimed -
that a sccret oral agreement he made to £
provide a “cover” in Southern California: .-
for a ClA-owned airline. was illegally.:.
broken in 1981. S P
- In exchange for the cover, Afr Aslas

during the Vietnam War, promised Erwin?

Forwarders-of ‘Los -Angeles; would be the
forwarding agent, attor-:

)

neyssaid. - :

. S
Air Asia used Rautenberg’s company as a Sl

front to send aircraft and military parts to..

—
Sz jury returnsd

the verdict—$6 mil- .

* Wednesday, August 6, 1986/Part |
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Gwner $62M1“10n ~

compensatory damages—Monday on a !

lawsuit filed by Rautenberg against Air, ".","‘

Asia in 1981, The suit contended that Afr
Asia officials wrongfully broke a secret cral. =
agreement that Rautenberg said he en- ' -

Please seq CIA, Page 2\ .
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CIA Te',rlilhs' of Oral ‘Cover’

Deal Violated, Jury Finds

Co}nxlnued from Page 3
tered into with the airline's execu-

. tivesin 1956. .
Rautenberg tlaimed that he was
recruited by the CIA and agreed {0 .

lend +his-company's -name-40--Air -
Asia-operations:-in<Burbank -end -

. North- Hollywood,-where supplies -

for «ClA~covert “operations-“were ~
packed for shipmentoverseas.- -
‘As part of thal-secrct agreement;

", Alr-Asia-agreed-4o-terminate-Air

Sea--Forwarders’=gole--as_ils -sole

- freight-forwarding-agent-~only .in’

the -cvent-of +'good-cause;X=which

‘was.not cited when the relationship.

ended;the suit safd> ~
"Recelved Assurances

Even though the CIA sold Air
Asia in 1975, Rautenberg said he
was’ assured that the terms of the
cral agreement were still in effect. - .

“In court documents, Rautenberg
said a wrilten agreement was not .

. prepared because “Air Asia was a -

CIA propriclary company and it is
this critical factor which accounts
for'the fact that the true nature of
orall” o .

Air Asia officials, who did not -
deny the relationship with Rauten-
berg or its one-time involvement
with the CIA, said in court that no
sccret agreement was made in
1956. )

-Air Asia's attorney, James Ju-
recka of Los Angeles, said a written

- - agreement was made in 1966 that

gave the airline the right to termi-

nate its relationship with Air Sca

Forwarders by written notice; - _
Bul a former Air Asia exccutive

who hcaded the secret operations
in Rurbhank and Navth alluarasd

-

the” relationship had" to remain -

Roy Herold, testified in court that a
secret agreement had been made in -
1956 with Rautenberg.

Government documents-reteased-
in-1977 showed ‘that-the QA soid.
Air Asia in-1975 10°E-Systems inc:
of Dalias for $1.9 miliion;about $1.5.-
million fess than its net worth>-

Atriasta;rwhich:ds-zbased ~in -
Taiwan, was sold by.Air America a -
CiA-owned company-that-ren gir-

. lines-in-the Par East-and-Southeast~
_Asiaand provided-transportation

for .various-CIA -projeets; the.gov-

- ernment documentsshowed»

Air Asia still maintains an air-
craft maintcnance and overhaul
operation in Taiwan, Jurecka said.

The jury in April gave a confus-
ing verdict during the liabllity
phase of the case in the courtroom
of U.S. District Judge Richard A.
Gadbois Jr., attorneys for both
sides said.

In one part of its verdict, the

_Panel ruled that a 1956 secret

agreement had indced been made
and that it had been breached in
1981 when Air Sea Forwarders was
let go by Air Asia. But it also found
that the 1966 agreement was valid
at the time it was made.

On an appeal by Rautenberg's
attorneys, a threc-judge pancl of
the U.S. Sth Circuit Court of Ap-
peals ruled that the jury should be
called back into court to clarify its
verdict.

The jury was reconvened and it
found that the 1956 agreement was
in effect. It then deliberated for a
day before returning its acrdict of
$6.2 million Monday afternoon in
favor of Air Sea Forwarders. ‘

Jurecka said the verdict will be

Annaal
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Compariy With CIA Pact AWard ed $6.2 Million |

cntitied to terminale the conlrad with Alr-

By HARRIET CHIANG

A major defense contracling firm In
Texas that purchased a company owned by
the Central Intelligence Agency has ocen
ordered by a federal jury to pay over $6.2
milllon for breaching a secret contract be-
tween the government and an Inglewood
freight-forwarding company.

~ Afederal jury in Los Angeles on Monday
awarded Erwin Rautenberg, owner of Ing-
lewood-based Alr-Sea Forwarders, Inc,
$216,151 In compensatory damages and $6
milllon In punitive damages in hls breach
of contract sult Air-Sea Forwarders, Inc. v.

~ Alr Asla "Company Limiled, 814103,
" agalnst Alr Asla Company Limited. for-
merly owned by the CIA, and E-Systems,
Inc., a Texas company that now owns Alr

" Asla. ’ :

im

Ahatrthe: Foxe.COMPARN:W d-{alth
whendt-dended-the

existenceolasecret.oral

The facts of the case resemble a complex

mystery novel.
, Alr Asla, an aircraft malnte-

nance company and Afr-Sea Forwarders,
which had been dolng frelght forwarding
for Alr Asla, emteredrintoa-secreloral.con-
L. 4 .

Under-the-agreement;-Alr-Sea Forward-
ers would pretend to do-export packing for
Air-Asia so-that-the-CtA-owned company
could-take sdvantageof-a-state-exemplion,
sald Alr-Sea lawyer Matthew Steinberg, of

the Beverly Hlls !aw flrm Welsz & Steln- .

berg. Alr Asla also agreced that the contract
would not be termlnated except for good

*cause, Steinberg added.

_ However, Alr Asla’s lawyers denled the
existence of the 1956 agreement. In any
event, sald James Jurecka, a Century City
lawyer who represented the defendants, I
the secret pact was made, It was super-
seded by a 1966 written coritract, which In-
cluded a general 30-day termination
clause. ° ’

However, the jury found that the 1956
contract was controlling. And Stelnberg
charged the defendants “'dredged up” the
1966 pact to block enforcement of the ear-
lier agreement.

AL

Firm Said Duped . v

In 1975, the CIA sold Alr Asla to E-Sys-
tems, whose officials reassured Rauten-
berg that the company was stlll controlled,
by the government. As a result, Stelnberg
sald, “my client was duped into continulng
his participation.”

However, E-Systems denled making any
misrepresentations and also Insisted It was

Sea Forwards in 1921,

On July 9, the jury returned a verdict
finding that E-Systems made mlsrepresen-
tations to Rautenberg and wrongfully ler-
minated the centract. The jury also found
E-Systems Ilable under the tort of bad faith
for denying the existence of the 1956 con-
tract and therefore subject to punitive
damages.

U.S. District Court Judge Richard Gad-
bols Jr. Issued a directed verdict for the de-
fendants, however, concluding that some of
specific jury {indings were inconsistent
with a verdict in favor of Alr-Sea Forward-
ers. On appeal, the Ninth U.S. Clreult Court
of Appeals ordered Gadbols to recall the
jury to clarily Its verdict. '

The jury then sald it found the defendant
liable, and on Monday awarded Alr-Sear
Forwarders over $6.2 million In damages.

Jurecka sald the $6 mllllon In punitive
damages are ‘out of proportion and they're
not warranled at all.’” He added that his cll-
ents are seriously consldering appealing
the verdict.

Steinberg counlered that the punitive
damage award was appropriate, polnting
out that E-Systems Is a blllon-dollar cor-
poration that reaped $60 milllon In profits
in 1985.

L. A. DAILY JOURNAL

Page 21,
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Local Fréight Forwarder

£, 4%, ByJOHN.O'MALLEY
"**Dally Commerce Staff Writer .

+ The owner of-a North Hollywood freight
“forwarding Company has charged in federal
‘court that the Central Intelligence Agency

‘and a Dallas-based electronic warfare com-
pany breached a long-standing arrangement
;vhlch cost him millions of dollars in service
_ AccordlngblreporttntbebaUyNewx
SR At auienberg of -Alr-Ses -Forws

j_Admits-ClA— Con

nections .

METTtwpek?in United States District
Court in Los Angeles. Thie ¥ifft-#iakma-Ragr |
AN TS R

2L fhin LTy

e lawsuit aamed in its accusations the °
CIA llas and its wholly

" owned subsidiary, Air Asia, and a Taiwan-

€se company with an office in Lawndale, Di-
merco Express,

According to the Dally News, Rautenberg
sald in his suit that he had the -
CIA for the past 30 years to handle docu. i

mentation for military @%ments fo the Eas i
d had decided to b apromise o R

secrecy after frustra _ el
his dispute over covert busi. . ;

.Dafly Commerce that the Rau

bess to Dimerco Express in 1981. The suit re- ;
portedly blames bribes and kickbacks paid -
by Dimerco employees to E-Systems for ter- . :
minatjon of the contract. . Co LT

U.S. District Judge Richard A. Gladbols :
Jr., during a hearing Friday, et the jury .
trial date for September 17 and ordered the |
case file sealed. The Dally News said that it 1
discovered documents in the public record 1
which outlined the Rautenberg suit, "~ .- -

Rautenberg and his attorney, -Mathew |
Steinberg, - declined
about the lawsuit.

comment ‘Thursday |

However, Kumpf refused comment on |
Rautenberg’s suli. and denied any CIA con- '
pections between his firm and Alr Asia. *“It's |
strictly a business relationship,” he said. .

CIA spokeswoman Patty Volz told th;~ _
suit
an old case and that *the agency’s oaly in-
volvement had been to represent former
government officials who are called to tes-
tify.” She said that the agency has had *“‘ab- .
solutely no dealings’ with Ajr Asia since its
saletoE-Systemsin1g7s. . . i

Export managers in Los Angeles who have .
known Rautenberg for many years said that -
the 65-year-old German-born businessman is
well-known for his patriotism and his strong -
views on U.S. local trade policies. . :

“I can’t think of a more patriotic Ameri-
can, so dedicated to do what is right for his
country,” said Charles Nevil, president of
The Meridian Group, a Los Angeles export
manager. .

-8 - -— -
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:sons, according to federal mar-

-shals standing guard at the door.
. The suit, inadvertantly left un-
. sealed, specifically accuses E-Sys-
-tems of breaking a 1956 agreement
.Rautenberg had with the CIA by
:switching its business to a Taiwan-
-ese. firm that Rautenberg says
.charges *‘exorbitant and uncon-
.scienable fees ... in order to gener-
-aterevenues for kickbacks, bribes
-and other illegal and unconsciona-
‘ble-payments.” -

. The CIA could not be reached for .

-comment Wednesday.
: John Kumpf, an E-Systems
. spokesman, said he has no rela-
- tionship with the CIA. E-Systems,
- which employs 12,000 people, does
:the bulk of its-business with the
- government and in 1984 had reve-
- nues of better than $800 million.
Rautenberg, contacted Wednes-
- day, said simply, “I am not in a
_ position to make any comments."
. His attorney, Matthew Steinberg,
. also refused to respond to ques-
- tions about the suit.
i When E-Systems purchased Air
" Asia, the suit says, Rautenberg
: was told “‘the covert aspect would
. continue, and Air Asia would re-
, main the same but in a different
: wrapping."
» AlzAsiawasoneof anumbe

$>0sand-19603s 20:D% *Jdg.
«coverforvariousintelligence opes
.atioasxDuring the Viemam War, it
. significantly increased its support
-of military and clandestine opera-
. tions in conjunction with other CIA
“companies such as Air America,
Civil Air Transport, Intermountain
Aviation and Southern Air Trans-
port, the suit states.
Air Asia *'is ostensibly in the

b

n m— - e —

business of ... providing parts, ser-
vice, maintenance, modification
and electronics parts to military
and civilian aircraft located in Tai-
wan, throughout Asia and in other
parts of the world,” according to
the lawsuit.

The equipment, acquired from
companies throughout the United
States, was shipped to the covert

" Air-Sea facility in North Hollywood

where it was ‘“‘received, inspected,
packed and prepared for shipment

.to Taiwan and other destinations.

Goods were of a commercial as
well as military nature,” accord-
ing to the suit. o

With U.S. involvement in the
Vietnam War winding down in
1972, Rautenberg said he was told
Air America was being disbanded
and Air Asia would be sold.

In fact, *'Air Asia, as a valuable
militarv ssset of the U.S., would
undergo very few or no changes,"”
the suit states, ‘*Military contracts
and the backing of the U.S. govern-
ment would continue.’

Rautenberg, a Century City resi-
dent, said his relationship with the
CIA began in the early 1950s when
the intelligence agency asked him
to let it establish an Air-Sea facility
to be used as a front for Air Asia,
according to the suit. It would be
staffed and operated by Air Asia
employees, the suit says. -

The facility, ‘‘concealed from
public eye in a quiet side street” in
North Hollywood, was completely
distinct from the rest of Air-Sea’s
operations in North Hollywood and
in Inglewood near Los Angeles In-
ternational Airport, according to
the suit. ,

“The two Air-Sea North Holly-
wood facilities, one overt and one
covert, were located less than a
half-mile from each other, but in
function were worlds apart,” the

‘suit states.

In the fall of 1956 the relationship
between Rautenberg and Air Asia
was solidified by a verbal agree-
ment requiring Air-Sea to **protect
the best interests of Air Asia" and
barring Rautenberg from reveal-
ing anything about the relation
ship, the suit states. i

The covert facility was “strictly
off-limits’* to all real Air-Sea em-

‘ployees except Rautenberg. **For

almost 30 years Air-Sea and Rau-
tenberg faith. .lly and -efficiently .
complied with all of these terms,"”
the suit states. -
But all that changed in 1981 when
Rautenberg said E-Systems execu-
tives told him they were thinking of
moving the covert facility to Dal-
las. He was ‘‘repeatedly and bla-
tantly” asked for kickbacks,

threatened and subjected to anti-

Semitic dure ascrnrdina s o

9: CIA-RDP9OMOOOO5ROOO‘760080030-5
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By The Associated Press /

A Los Angeles-area businessman who elaims he
ran a com that fronted for the CIA for 30 years
has filed a sayd ) CY-
because the agency broke a verbal promise tobim. -

In the lawsuit filed in federal court against the
CIA and a Dallas company, Rauten -
dent
proached by the in the early 19503 and asked
toopenanAlr-Seaotﬂcetobeusedua:.ﬁ'onHor
Air Asia, an aircraft modification company that he

ys is owned by the CIA. : . :

in North Hollywood, where an “overt” ALr-Sea freight-
forwarding station wag already operating, He said
the covert office was staffed by Air Asia employees
and shipped arms and commercial products to the
Far East, Mexico, and Central and South America,

“The two Air-Sea North Hollywood facilities, one
overt and one covert, were located less than a half-mile

Rautenberg said he opened a covert Air-Sea officé

Ay ' -5
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| Suit cl&iiiis LIA sold-out 30-year c

ages, claiming breach of contract, racketeering, and
civil rights and antitrust violations. :

A precise dollar amount was not revealed, and
attorneys refused to comment Wednesday. S

e he CIA RIMS each
The covert operation allowed the CIA and M_MOM of dollarsin :business.
Asia to avoid paying millions of dollars in state
taxes and avoid “inquisitive outsiders,” the suit says.’

In it Rautenberg said he and the CIA orally sealed

“‘the 1956 Valley Branch Agreement” which swore

him to secrecy forever in exchange for protecting
Air“Asia and the use of his company’s name.
“For almost 30 years Air-Sea and Rautenberg
faithfully and efficiently complied with all of these
terms,” the suit says. During the Vietnam War, Air
Asia expanded “its support of military and clandestine
operations,” the suit says, and Air-Sea became the
forwarder for another reputed CIA front, Air America.
But in 1972, with the Vietnam War winding down,

Rautenberg said he was.told ‘Alr America would be
dishanded gam! Air Asia would be sold. He said CIA

John Kumpf, spokesman for E-Systems, denied the
company or Air Asia has -any ‘¢onnection with the
CIA. He declined to. comment on the suit. e

Rautenberg originally filed the sult against
Systems in 13981, alleging breach of contract, fraud
and racketeering. That suit did not mention any re-
puted CIA involvement. . : .

The amended suit, filed March 5, 1985, claims
Rautenberg in 1981 had “not yet disavowed his secrecy
oath.”

US. District Judge Richard A. Gadbois Jr. has
ordered the case file sealed Friday on national security
grounds, but a cop{a;vas placed in the public record,
a ntly by mistake.

pﬁf’: hlemyg Friday with federal marahals standing

from each other, but in function were worlds apart,”
says the suit, which seeks millions of dollars in dam-

b e e e

EA sold ‘front’ out from under 30-

By Adam Dawson
The Register

LOS ANGELES — After a se-
cret, 30-year partnership with the

CIA, an Inglewood businessman

has accused the agency of aban-
doning him after it sold the compa-
ny he “fronted” for, costing him
millions of dollars in business, ac-
cording to a lawsuit filed in federal
court.

Erwin Rautenberg, president of
Air-Sea Forwarders Inc., original-
ly filed suit in 1981 against E-Sys-
tems Inc. of Dallas, alleging
breach of contract, fraud and rack-
eteering. That suit did not mention

the relationship of Air-Sea, a
freight forwarder, with the CIA be-
Cause Rautenberg, now 64, had
“‘not yet disavowed - his secrecy
oath,” according to court docu-
ments.

Rautenberg amended his lawsuit
March § and disclosed that, start-
ing in the 1950s, he allowed a CJA-
front corporation, Air Asia, to op-
erate a covert Air-Sea Forwarders
office in North Hollywood. Air Asia
shipped arms and other material
to the Far East, Mexico, and Cen-
tral and South America, according
to the lawsuit.

E-Systems inherited the agree-
ment with Rauténberg's company

officials assured him the 1856 contrac!

when it purchased Air Asia, osten-
sibly an aircraft modification com-
pany, from the CIA for $1.9 million
in 1975, the suit charges.

In papers filed in U.S. District
Court, his attorney said Rauten-
berg broke his vow of silence be-
cause it is the only way he could
“effectively prosecute this law-
suit.”’

The amended lawsuit was or-
dered sealed by U.S. District
Judge Richard Gadbois Jr., who
set trial for Sept. 17. Gadbois gave
the order for secrecy after a brief
hearing Friday in a courtroom

closed for national security rea- .

Pleage see CIA/A2

t would continue.

guard outside, Gadbois set a jury trial date for Sept. 17.

year confidant, suit says

Plan to halt security leaks shelved

The Reagan administration
has dropped a controversial
proposal by the Central Intellj-
gence Agency to make it a
crime for government employ-
ees to disclose national secrets
without authorization, officials
said Wednesdy.

But they said the administra-
tion remained concerned about
unauthorized disclosures of na-
tional security secrets to report-

ers and others, and had not
ruled out proposing similar leg-
islation in the future.

The officials said the CIA had
Jjoined in a d=cision not to go -
ahead with a proposal made this
month by William J. Casey, di-
rector of central intelligence, to
send the criminal provision to
Congress as part of the pro-
posed Intelligence Authoriza-
tion- Act for fiscal 1986/A12.

L » ‘ .
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